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By Colin Park ' 
About forty years ago a young accountant working at a 
banana plantation in Central America was sent out 
around the railroad sidings to account for freight cars, 
which were in short supply. The list he brought back 
was neatly prepared and thorough. But in drawing it 
up, he had failed to think about and call attention to 
an alternative use for a box-car sitting at the end of a 
line, loaded with dynamite to be used on a construction 
project. "For a few pesos," said his boss, "a hut thatched 
with banana leaves could be thrown up to store the 
dynamite, and that box-car could be back hauling 
bananas." 
Several years later the accountant, now on our staff 
and with this lesson firmly lodged in his memory, went 
out on the audit of a chemical company. When he found 
a tank-car standing in a corner of the plant and learned 
that its contents were withdrawn only occasionally, he 
quickly suggested constructing a storage tank at the site 
so that the tank-car could be released for other services. 
Unfortunately for his idea, he was told rather scathingly 
that the demurrage on the tank-car was only $2 or $3 a 
day, and to build a tank for the corrosive liquid it held 
would cost $20,000. 
It might surprise some of our readers to learn that 
the accountant in this melancholy tale not only con-
tinued his career with the Firm but progressed to be-
come a partner in charge of one of our larger offices. 
Quite evidently, he had learned from this experience 
and others with happier endings that constructive serv-
ices develop naturally out of auditing services; that they 
depend on experience and thinking things through; and 
that you can't win them all. One thing he didn't have to 
learn was enthusiasm, and it was very early in the game 
that he realized that constructive service is fundamental 
to and as old as auditing itself. 
A Systematic Approach 
In 1959 Mr. Queenan asked Richard H. Grosse of 
Pittsburgh to work with Philip J. Sandmaier, Jr., who 
was then in the Executive Office, on plans for the next 
principals' meeting which would be devoted almost in 
its entirety to the theme, "A Constructive Approach to 
Client Services"—since contracted to Constructive Serv-
ices. The reason for the emphasis was not to foster a new 
line of service—it was not new—but to recognize how 
changes in the times have affected the approach. One 
change, for example, lies in the shorter time that new 
accountants are out in the field before they are charged 
with running audits. This is possible because today's 
more selective college education gives would-be CPAs 
a better preparation than ever before. But it is this very 
field experience that counts the most in developing a 
man's instinct for rendering constructive service. So we 
have to plan to make the most of this shortened time. 
Another change lies in the tremendous increase in the 
number of things auditors have to know about—a much 
greater body of tax rules, procedures of the SEC and 
regulations of other government agencies, plus an ever-
increasing common body of accountancy knowledge. 
All these things may have to be dealt with in buttoning-
down an audit. But everything is not buttoned down 
unless you can look back and say to yourself "I brought 
to the client's attention every idea I thought might be 
useful to him—I squeezed out every last bit of informa-
tion for his benefit." 
The benefits can be substantial. In the case of a con-
sumer finance company our senior accountant suggested 
closer analysis of the need for operating cash in each of 
200 branch offices. As a result of this suggestion, the 
company found it was possible to transfer $4,000,000 
excess cash to the home office for reinvestment. This is 
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an example of a suggestion that in retrospect seemed 
almost obvious. But often the ability to see through in-
grained procedure is the special contribution the inde-
pendent auditor can make. 
What is Constructive Service 
Clearly, the most constructive of services is to do well 
and fully the particular job we were engaged to do. If 
a manufacturing company has asked us to render an 
opinion on financial statements in an SEC filing, as the 
first order of business we must concentrate on perform-
ing the audit that leads to our rendering such an opinion. 
If we are retained by a utility to testify in a rate case, 
our focus is on preparing and delivering our testimony 
concisely and lucidly. 
In these primary tasks we have access to and can 
absorb an immeasurable stream of information about 
our clients' affairs, and any part of it may be useful. 
Even finding out where our client does business can 
produce a constructive idea: On a first audit engage-
ment the senior accountant had a difficult time finding 
the company's shop, which happened to be in a con-
gested, run-down manufacturing district. "Had the 
company considered moving to a better part of town, 
especially since the business had changed largely from 
fabricating to wholesaling?" The manager to whom this 
question was directed said that he hadn't had time to 
think much about such a move, much less to figure out 
what it would cost. But he asked us to help him look into 
the details, and about a year later, after careful study 
and working with a realtor, the company's management 
decided to move to new quarters that suited its changed 
needs (and the old property was sold at a worthwhile 
gain). 
It is this sort of attention to the things that can help 
our clients run their businesses better—beyond the job 
we were engaged for—that we call constructive service. 
The great bulk of information containing the seeds 
of constructive ideas comes to an auditor naturally as 
part of what is needed for the primary job—be it an 
audit, tax, or MAS engagement. In an audit engage-
ment, for example, we may look at a loan agreement 
and satisfy ourselves among other things that it is proper 
on its face and that the interest the company is paying 
is at the stated rate. But what about the effective in-
terest rate? In one case, the underlying correspondence 
with the lending organization specified an effective rate 
of interest different from the stated rate because of 
erratic pay-back of principal instalments. A fairly sim-
ple calculation of present value indicated that the actual 
effective rate was much higher than had been specified 
originally. The upshot was that our client obtained a 
substantial rebate of interest in this instance, and was 
alerted to the possibility of a better bargaining position 
in future loan negotiations. Effective-rate calculations 
are tricky, and even the best of lending institutions can 
make an honest error now and then. 
What Clients Expect 
/rjF Our clients see us inquiring into almost every end of 
Jftheir business. They see us out in the plant, discussing, 
/ifquestioning, and preparing workpapers that are often 
0 1 voluminous. Then they receive a thin report that says, 
I as they see it, "Everything is relatively OK." If that's all 
I they receive, they wonder why, with all that knowledge 
lift stored up, something more doesn't come out. They nat-
| | 1 urally feel shortchanged if they don't get some feed-
i-y back. Rightly so, because independent inquiry by an 
I outsider is generally recognized as one of the most use-
'H ful ways of uncovering better methods of doing things. 
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"In one new engagement, a senior accountant noted 
that each salesman was paid according to whatever 
method had been mutually agreeable at the time he was 
hired. The accountant questioned this and suggested to 
the partner and principal responsible for the engage-
ment that the client should consider adopting a new 
plan of incentive compensation that would be applied 
uniformly to all salesmen. He suggested incentives for 
selling slow-moving items and penalties for excessive 
allowances in trade-in transactions. The client's manage-
ment accepted these recommendations at once, and after 
the new plan was adopted, sales increased at a greater 
rate than otherwise could have been expected. The 
company also realized increased profits, and the sales-
men took home substantially more pay than they had 
previously. It was one of those not-uncommon situations 
in which everyone was pleased with the outcome. 
It's normal to presume that management knows 
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what it is doing. For instance, if in the course of re-
viewing inventory prices of a machinery manufacturer 
you note an apparently wide variation in mark-ups on 
spare parts, you might think "That's the sales manager's 
policy." On the other hand, you might inquire and dis-
cover (as one of our men did) that the mark-ups were 
established independently by supervisors in three dif-
ferent departments, and there was no overall review 
by the sales manager (who had his hands full selling 
new machinery). As it turned out, the findings of a 
study in which we assisted brought about the setting of 
new, consistent selling prices to which increased reve-
nues were attributed. 
When people are busy meeting other problems, it's 
natural for them to push out of the way things that seem 
to be going well. A client's way of doing things can look 
deceptively right to you, too, especially if he's been 
following it successfully for a long while. But you can't 
assume that a particular practice has been looked into 
and continued on its merits just because it looks logical 
to you. On one new engagement, for example, it was 
found that 300 engineers and other higher-salaried peo-
ple were on a weekly payroll. They had been paid this 
way for years, and to the company it seemed quite 
natural, although these people would have been per-
fectly happy to be paid less frequently, and if they had 
been the payroll department savings would have been 
substantial. 
On the other hand, the way the client is doing some-
thing, inefficient as it may at first seem to you, may 
have been studied and found to be the best way—witness 
the tank-car experience. So it's very important to try 
out your ideas on your colleagues first. If you are an 
assistant accountant, speak first to your senior, not to 
a client representative. And usually a senior will try out 
his idea with an assistant—certainly with his principal. 
This is a very reasonable practice, the same one we fol-
low all the time in discussing auditing points. 
No Simple Distinction 
Of course, nobody can draw a line down the middle 
and say, "On this side it's constructive services, on the 
other it's just good auditing." Take a recent case in 
which a client was merging with another company. 
Many circumstances of the merger seemed to argue 
against pooling-of-interests accounting, and client man-
agement appeared reconciled to accounting for it as a 
purchase. Yet the pooling method would result in pre-
senting financial statements much closer to manage-
ment's concept of what was being accomplished by the 
merger. After careful consideration of the alternatives, 
the partner and principal on the engagement discussed 
them in detail with management officials, and then went 
with them to the SEC to support the pooling approach. 
Was this auditing—or constructive service? 
We have always known that producing ideas in the 
arena of constructive service takes a lot of concerted 
effort. It takes an inquiring, exploring type of mind, but 
this fortunately is the type of mind a good auditor 
has. He has to train himself to sort out the things he 
learns in the course of rendering an opinion, and then 
he has to recognize their significance for efficient oper-
ation of the company. This requires a basic desire to 
know the industry, to understand the company, and to 
know the management tools it works with. He must, 
in fact, be able to interpret and understand the business-
man's problems in the same way that the businessman 
does. To do so, he must allocate time to building up his 
background knowledge through reading management 
books and journals and through careful, intuitive ob-
servation of how effective business administrators get 
things done. 
Asking the Right Questions 
With this interest and study, it becomes possible to 
ask client representatives those questions that must be 
asked to understand the client's way of doing things. 
Not much more than common sense may be necessary 
to ask questions about production control in a small, 
one-product job shop, but it's quite a different thing to 
ask sensible ones in a plant processing a hundred or 
more products that sell for fifty million dollars annually. 
There are two cardinal rules to keep in mind here: 
One is the inquiring approach which goes a long way 
toward making clients value talking with you (you may 
remember Richard Grosse's editorial "Are You Listen-
ing" in the last issue of H 6- S Reports). It permits peo-
ple to give and take in conversation. The other is that 
it's not necessary to have the complete answer to a prob-
lem before raising an initial question or offering a pre-
liminary suggestion. Usually, the most valuable changes 
require lengthy investigation of the type our MAS con-
sultants are trained to make. But someone must trigger 
that investigation. 
An accountant who has gained the ear of his client 
should be that person. 
7 
